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KEY ECONOMIC INDICATORS (CHILE) 


All values in millions US$ Exchange Rate as of December 1971 
unless otherwise stated US$1.00 = E°12.21 to E° 25 Bankers Spot Rate 
E°28.00 Brokers’ Spot Rate 
A B Cc cw Sa 
ITEM 1969 1970 Cumulative % Rate of 


1971 Change Growth 


INCOME ,PRODUCTION , EMPLOYMENT 


GNP-current prices (Mill. of E°) 61,437.0 na. ~ - - 
GNP-constant prices 1965 (Mill. of E°) 20,101.0 n.a. ~ - - 
Per capita GNP-constant prices, 1965 (E°) 2,135.0 n.a. - - -- 
Gross fixed investment as % of GNP 15.2 n.a. - - - 
Industrial prod. (1968=100) Aver. Jan/Sept. 104.3 104.0 113.7 10.3 12.0 
Copper output (thous. metric tons) Jan/July 88.1 685.5 408.0 6.9 6.9 
Iron ore output (mill.metric tons) Jan/ June 11.5 11.3 5.6 0.0 0.0 
Electric power prod. (mill. KWH) Jan/July 7.1 1.5 4.8 11.6 9.3 
Construction registrations (thousands of 

square meters) Jan/May 3,080.9 2,439.4 2,020.9 95.5 38.5 


Personal income (1965 constant prices)(M. E°) 17,570.0 n.a. - 
Employment (thousands)(Dec)Seot. (Greater San- 972.5 964.8 1,029.4 6.0 5.3 
Unemployment rate (%)(Des)Sept.(tiage only 5.4 8.3 4.8 -25.0 -30,0 


MONEY and PRICES 
Total money supply (M. of E°) Aver. Dec/Oct. 7,258.0 11,308.0 17,684.0 101.9 102.3 
Major interest rate (comm. banks) (%) 

(second semester) 19,59 20.00 15.0 -25.0 -25.0 
Consumer price index (Dec. 1969=100X Aver) Oct. 93.84 124.35 156.2 -69.4 20.0 
Wholesale price index (1968=100) (Aver.) Sept. 136.49 185.77 223.9 -60.7 17.0 


BALANCE of PAYMENTS and TRADE 
Gold & foreign exch.reserves, gross (end Dec.) +422.5 +478.9 


Internat'! reserves position, net (end Dec) Sept. +220.0 +343.2 +120.4 -68.1 - 


External debt, net (end Dec.) 2,025.0 2,275.0 - ~ - 
Balance of Payments + 182.3 +123.2 - - - 
Balance of Trade +206.0 +174.0 3/ - - - 
Exports, FOB (Chilean Customs) 1,1450 1,253.3 — - - - 
US share FOB (Chilean Customs) 185.9 172.2 - - - 
US share FOB (US Dept. Commerce) Sept. 151.4 154.0 87.0 -26.0 -25.3 
Imports CIF (Chilean Customs) 939.0 930.8 - - - 
US share CIF (Chilean Customs) 349.0 343.6 a - - 
US share FOB (US Dept.Commerce) Sept. 314.6 299.5 179.2 =-21.9 -24.9 


Major imports from US (Jan-Dec 1970) (All quantities listed first in 1,000 tons; all values in 
millions US$): Machinery, non-electric (64,001; 80.9); Transport equipment (40, 166; 50.5) 
Electrical machinery (7,408; 21.2); Iron and Steel (188,998; 15.8); Cereals (430,538; 12.9). 

Notes: 1/C same cumulative portion of B; 2/Average growth rate for period indicated measured on 

annual basis of current year to date; 3/Estimate. 

Sources: Planning Office, National institute of Statistics, Government Copper Corporation, Central 

Bank, Chilean Customs, Economics Institute of University of Chile, US Department of Commerce. 





SUMMARY 


The Government of Chile has been buying out or intervening major enterprises 
in order to gain control of strategic sectors of the economy. Copper companies 
(formerly US-owned), banks, the nitrate industry, and major textile and fishing 
firms have come under state control. The Government has introduced legisla- 
tion into the Congress designed to increase the role of the public sector, and 
has indicated plans to enlarge its control over the distribution and foreign 
commerce sectors. Restructuring of land ownership has been accelerated, and 
the Government hopes to expropriate all major farm properties by mid 1972, 


In the midst of these structural changes, Government officials claim 1971 growth 
of about 8 percent in GNP and 12 percent in industrial production, Consumer 
sales continue to boom, and according to official statistics unemployment has 
dropped. The Government is attempting to take measures designed to deal with 
increasing inflationary pressure, shortages of some items, and a deteriorating 
balance of payments, 


According to the Minister of Finance, international reserves declined by $220 
million in the first nine months of 1971, reaching a level of $120 million on 
September 30, Government officials attribute this decline to a lower inflow of 
new cr edits, increased food imports, and declining copper earnings. In order 
to avoid the serious constraint on economic plans for 1972 that might otherwise 
result, President ALLENDE has asked for a renegotiation of Chile's foreign debt. 


Trade between the US and Chile has continued its downward trend. Both US 
exports to and imports from Chile will decline about 25 percent in 1971 
compared to the previous year. Because of the nationalization of the large 
copper companies and other GOC dealings with US companies, US direct 
investment has been significantly reduced from 1970 levels, 
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A. CURRENT ECONOMIC SITUATION AND TRENDS 
1. Restructuring of the Economy 


One of the most important objectives of President Allende and his Popular 
Unity ‘UP) coalition is state control of the dominant sectors of the economy. 
During the first year in office the UP moved rapidly toward this goal. The 
major copper companies (the Gran Minerfa) were nationalized by means of a 
constitutional amendment last July. The GOC now has total ownership of the 
steel company, the nitrate industry, the two biggest cement factories, and the 
largest coal mine, and has intervened most of the largest textile and fishing 
firms, The Chilean Development Corporation (CORFO) has bought majority 
ownership of eleven domestic banks, five additional banks have been intervened, 
and three foreign banks (including the Bank of America) have been merged into 
state-controlled banks. The Government claims to control about 85% of the 
total banking system (including those banks intervened), in terms of deposits and 
loans. In addition, CORFO has begun to buy shares of the dominant private 
paper-producing firm. 


The Government has introduced into the Congress legislation and constitutional 
amendment provisos, which would give a dominant role to the public sector by 
including in it all major industrial and commercial enterprises. The Christian 
Democratic party has introduced alternate proposals which define this role more 
narrowly. Finance Minister ZORRILLA has recently indicated that the Govern- 
ment plans in 1972 to increase its activity substantially in the areas of 
distribution and foreign commerce. 


During President Allende's first year in office, the Agrarian Reform Corporation 
(CORA) expropriated about 1,300 farms totalling 5.7 million acres. Government 
officials have stated that they wish to complete by the middle of next year the 
process of expropriating properties in excess of 80 basic hectares. CORA has 
begun to set up agrarian reform centers (groupings of expropriated properties), 
which the opposition parties charge are really state farms, The Government 

has also moved to extend its control Jn the distribution of credit and foodstuffs, 
and has established several state agricultural production enterprises. 


2. Economic Growth 


In a speech commemorating the first anniversary of his assumption to power, 
President Allende stated that the GNP would grow in 1971 by 7-8 percent 
(in contrast to 3 percent last year) and industrial production would grow by 
12 percent. Production gains in the nitrate, cement, petroleum, and electronic 


sectors are expected. Government spokesmen have emphasized the increase in 
the use of industrial capacity. Wage readjustments early in 1971, with special 
emphasis on redistributing income toward the lower income groups, coupled with 
stricter price controls have resulted in a boom in the sales of consumer goods. 


According to GOC statistics, unemployment in the Greater Santiago area has 
dropped to 4.8 percent (as of September 1971), the lowest level in more than 
five years. 


3. Credit, Money, and Prices 


The Government, through its price control agency (DIRINCO), has attempted 
to keep the lid on inflation, a chronic problem in Chile. During the first 
eleven months of 1971 the increase in the official Consumer Price Index (CPI) 
amounted to 18.8 percent. Christian Democratic spokesmen have charged that 
the index does not accurately reflect what consumers really have to pay for 
items, especially foodstuffs, and that inflation is actually about 30 percent. 


According to Central Bank data, during the first eleven months of the year 
total money supply went up approximately 96 percent, and total domestic credit 
to the public sector through the end of November increased by over 14 billion 
escudos, or more than double. This credit consists primarily of Central Bank 
loans and credits to the Treasury and public entities. During the first eight 
months of 1971 the central government budget deficit amounted to 8.3 billion 
escudos, approximately 36 percent of expenditures. Part of the increased 
spending has been for the Government's sizeable housing and public works 
programs. 


4. Balance of Payments 


The most critical development in the foreign sector has been the decline in 
Chile's net foreign exchange reserves. According to a presentation which 
Minister of Finance Zorrilla made in November before a congressional committee, 
reserves at the end of September 1971 were $120 million, or $223 million less 
than at the end of 1970. Government spokesmen have stated that this drop 

has been due to a lower quantity of new credits (in particular from the U,S.); 
less foreign exchange earnings from copper because of lower copper prices; and 
increased imports, particularly foodstuffs. Copper production in 1971 is 
estimated (on the basis of the Copper Corporation’s most recent statistics) to 

be about 5 percent higher than last year. The increase includes output from 
the new Exética and Andina mines, and is lower than anticipated under the copper 
expansion program. 








The President of the National Industrial Development Association (SOFOFA) 
recently predicted that export earnings would decline 15% in 197] (compared 
to 1970) to about $I billion, while imports would rise 9%. SOFOFA charged 
that the exchange rate for trade (maintained at 12.21 escudos per dollar 
since late July 1970) has penalized exports and has encouraged the flow of 
imports. (On December I0 the Government created a new rate system for 
trade, with exchange rates ranging between 12.21 and 25.) The Government 
has imposed a 10,000% prior import deposit on about 3/4 of the capital and 
consumer goods Chile buys in order to control the import flow as much as 
possible. One result has been a sharp decline in registration of machinery 
imports during the first nine months of 1971 compared to the same period in 
the previous year. 


The Central Bank has attempted to stem the decline in reserves and the flight 
of capital through increasingly stricter currency controls. Despite these efforts, 
President Allende called on November 9 for a renegotiation of Chile's foreign 
debt. He said that the country's large debt (according to CORFO, $2.275 
billion at the end of 1970, of which more than one half is owed to U.S. 
private and public lenders), which will require more than $1 billion in debt 
servicing payments during 1971-73, comprised an unacceptable obstacle to the 
Government's economic development plans. 


5. Foreign Trade and Assistance 


Chile has been increasing its exports to socialist countries during 1971. Agri- 
cultural products, primarily beans, garlic and onions, and lumber have been 
sent to Cuba, which is exporting 120,000 tons of sugar to Chile this year. 
President Allende has stated that he hoped his administration would be able to 
export to China 25,000 tons of nitrate and 12,000 tons of copper in 1971. 
According to recent agreements, Chile will sell to China 60,000 tons of nitrate 
and 65,000 tons of copper in 1972. 


The socialist countries, particularly the USSR, have begun to offer credits. The 
Soviets have enlarged by $40 million a previously unused credit for equipment. 
They are now assisting with a prefabricated housing panels factory, and are 
preparing to build at least one fishing port with complementary industrial 
installations. The Cubans are providing technical assistance to the Chilean 
fishing industry. Sizeable credits from Bulgaria, Poland, and Hungary have also 
been announced, making a total of over $100 million in new credits from socialist 
countries during the past year. 


The GOC put into effect at the end of June the Andean Pact's foreign invest- 
ment code. However, implementing regulations have not yet been issued by 
the Central Bank. President Allende has indicated that the government intends 
to enforce the code strictly. Government of Chile officials have indicated 
interest in the development of industrial complementation agreements for the 
Andean Group, particularly in the petrochemical and metallurgical sectors. 


6. Trends for 1972 


President Allende stated in his announcement of the GOC's proposal to 
renegotiate foreign debt that the problem of declining reserves constitutes a 
serious challenge to the Government's economic progtam. To help solve this 
problem, the Government has indicated that it will attempt to obtain new 
credits, increase copper production significantly, and postpone or reduce debt 
servicing payments. 


It will be difficult to reduce the level of imports because of the growing demand 
for foodstuffs and other popular consumer items and the continuing need for 
capital and intermediate goods, raw materials, and spare parts if industrial 
expansion is to be maintained. Food imports are likely to continue to rise. 
Some scarcities of capital goods and foodstuffs have developed. 


While public sector investment grew significantly in 1971, it probably has not 
been sufficient to offset the lack of appreciable new investment in the private 
sector. SOFOFA has pointed out that private firms are faced with increasing 
labor costs, difficulties in obtaining foreign currency and short-term credit to 
import machinery, and uncertainty about what companies will remain in the private 
sector because of the Government's well-publicized desire to nationalize major 
economic enterprises. 


According to the Finance Minister, the government's major investment priorities 

in 1972 are to increase production of articles of popular consumption and items 
with high production impact and to eliminate bottlenecks in the economy. 

Private savings are presently at a high level (compared to 1970), and the Govern- 
ment would like to increase Chile's fairly low savings ratio in future years. 


Preliminary budget presentations indicate that the Government plans to have a 
large budget deficit in 1972 in line with its policies of stimulating the economy 
and redirecting it into public hands. As a result, the Government's large social 
programs (in housing, health, education, and public works) should continue. 


The Government hopes that the relatively small rise in the CPI in 1971 will be 
acceptable as the basis for wage increases granted early in 1972, with lower 
income groups receiving additional income. However, some labor elements have 
already demonstrated that they desire more sizeable salary increases in coming 
months, 


B. IMPLICATIONS FOR THE UNITED STATES 
1. Trade 


The Mission estimates, on the basis of Department of Commerce trade statistics 
for the first nine months of 1971, that the U.S. will export to Chile goods valued 





in the range of $225 million, a decline of about $75 million or 25 percent 
from 1970. 


The reasons for the smaller U.S. share of the Chilean market lie partly in the 
completion of the predominantly US-financed copper expansion program. 
Another important factor, however, has been the Government's efforts to 
diversify the country's suppliers. Chile is now importing more from Western 
Europe, Japan, and socialist countries, and this trend should continue during the 
next year. It is expected that the U.S. share of the Chilean market in 1972 
will decline further, although it will still be larger than that of any other 
country because of sales of machinery and spare parts. 


Chilean exports to the US, as a value percentage of Chile's total exports, 

have decreased relatively since 1965 and declined further in 1970 (according to 
Chilean trade statistics) to slightly over 14 percent of total export shipments. 
Recent Department of Commerce statistics show that US imports of Chilean goods 
(mostly copper) are running about 26 percent lower in 1971 than in 1970, 
principally because of lower copper prices, and should amount to approximately 
$115 million for the year as a whole. Chilean exports to the US will probably 
continue to decrease in 1972. 


2. Investment 


US direct investment in Chile fell sharply in 1971, primarily because of the 
nationalization of the interests of large American copper mining enterprises 
(Anaconda, Kennecott, and Cerro) last July. In addition, the Government bought 
out the Bethlehem iron ore operations, and state enterprises gained majority 
control of the RCA and ARMCO branches in Chile. The Government has inter- 
vened the Chilean Telephone Company (largely owned by ITT). Several other 
American-owned companies are in the process of coming under state control. As 
a result of these actions the value of US direct investment in Chile has sharply 
declined. 
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